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which additional   modules will  be added to provide the output typical   of
a full commercial  plant.    Whether such a demonstration plant should be
built depends on an analysis of the costs and benefits of that plant
compared to the costs and benefits of a smaller pilot plant.    (2) A
technology that is almost reacjy for commercialization may haVe one or
two unresolved technical  problems.    In some cases,  the private sector
will  have adequate incentive to conduct research and development to
resolve those problems.    (The private sector is generally more willing
to conduct research and development when near-term payoff is possible.)
However,  in other cases the private sector may not have adequate incentive,
and the government should conduct the research and development in order to
obtain oil  import reductions ,as rapidly as possible.

A.    OIL IMPORT REDUCTIONS

In order to reduce oil  imports through synthetic fuel, the government
should strive to meet the following objectives:    (1) Encourage the
production of synthetic fuels by private firms through providing incentives
based on (a) the premium benefit for domestic production and (b) mitigation
of the negative pollution, safety, and health effects associated with
synthetic fuel  production?The Overview presents the components of the
premium, but indicates that a specific value has not yet been adopted.
Pollution, safety and health may be handled by requiring controls analagous
to scrubbers on coal-burning plants which reduce harmful  effects to the
levels of other technologies, or by reducing the size of the incentives.
At this time,  there are no defensible estimates in terms of dollars of the
negative effects from environmental,  health and safety considerations.
(2) Remove market barriers, that prevent the private sector from responding
to incentives and regulations.    (3) Obtain more information on the value
of the costs"of pollution, safety, and health effects associated with
synthetic fuels production.This objective will allow the first objective
to be met with more precision.

The government has already taken several  actions which start to meet
those objectives.    These include:    (1) The creation of a $19 billion
Energy Security Reserve.    The bill  specifies that DOE will  provide
financial  assistance to stimulate domestic commercial production of
alternative fuels.    Specific appropriations in the bill call  for the
use of $1.5 billion for purchase commitments and price guarantees,
$100 million for project development feasibility studies,  $100 million
for cooperative agreements with non-Federal entities, and $500 million
as a reserve for defaults from loan guarantees.    The bill was made into
law only recently (December 1979), and specific implementing procedures
have not yet been specified, although DOE is actively developing them.
(2) The 20 percent investment tax credit for alternative energy facil-
ities and-equlpment provided by the Energy Tax Act of 1978, a portion
of which is currently scheduled to expire in 1982.    The difference
between the normal  10 percent investment tax credit and the 20 percent
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